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Impairment of Goodwill and Cash Generating Units
1.0 Test for impairment (IAS 36)

All assets subject to the impairment review are tested for impairment where there is an indication that the asset may be impaired, although certain assets such as goodwill and intangible assets with indefinite lives are tested for impairment annually even if there is no impairment indicator.
Often the recoverable amount is calculated at the individual asset level.  But, an asset seldom generates cashflows independently of other assets.  Therefore, assets are tested for impairment in groups of assets described as CGUs.  

A CGU is the smallest identifiable group of assets that generates cash inflows and is largely independent of the cash inflows from other assets or group of assets.  A CGU shall not be greater than an operating segment.
With respect to impairment testing of goodwill, IAS 36 requires that goodwill acquired in a business combination shall, from the acquisition date, be allocated to each of the acquirer’s cash-generating units, or groups of cash-generating units, that is expected to benefit from the synergies of the combination.

The carrying amount of a CGU consists of assets directly and exclusively attributable to the CGU and an allocation of assets that are indirectly attributable on a reasonable and consistent basis to the CGU, including corporate assets and goodwill.

2.0 Impairment (when recoverable amount is less than carrying amount)

An impairment charge calculated for a CGU should be allocated to the CGU’s individual assets – first of all to goodwill allocated to the CGU, and then to the other assets of the CGU on a pro-rata basis according to the carrying amount of each asset in the CGU.
In allocating the impairment loss to a CGU the carrying amount of each asset within the CGU should not be reduced below the highest of:

(a) fair value less costs to sell;

(b) value in use;

(c) zero.

3.0 Disclosures 

Amongst others, the following disclosures are required with regards to cash-generating units:
· If an individual impairment loss is material for a cash-generating unit the following are required to be disclosed – [IAS 36. 130]:
· description of cash generating unit

· amount of impairment loss by class of assets and segment 
· if the aggregation of assets for identifying the cash-generating unit has changed since the previous estimate of the cash-generating unit’s recoverable amount (if any), a description of the current and former ay of aggregating assets and the reasons for changing the way the ash-generating unit is identified.

· whether the recoverable amount of the asset (cash-generating unit) is its fair value less costs to sell or its value in use.

· if recoverable amount is fair value less costs to sell, the basis used to determine fair value less costs to sell (such as whether fair value was determined by reference to an active market).

·  if recoverable amount is value in use, the discount rate(s) used in the current estimate and previous estimate (if any) of value in use.
· Detailed information about the estimates used to measure recoverable amounts of cash generating units containing goodwill or intangible assets with indefinite useful lives. [IAS 36.134-35]  
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